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Emergency  Currency. 

By  Hon.  A.  B.  Hepburn, 

Vice-President  Chase  National  Bank,  New  York  City. 

(Address  delivered  at  the  Pennsylvania  Bankers’  Convention,  September  25.) 

CURRENCY  OF  GERMANY.  ^ 

Germany  is  one  of  the  great  commercial  nations  of  the 
world  The  progress  she  has  made  and  is  making  in  securing 
The  carrying  trSde  of  the  world  is  truly  wonderiul  The 
rapid  development  of  her  manufacturing  industries  that  ^p- 
ply  cargo  to  her  outgoing  ships  is  no  less  remarka,ble.  Hei 
industrial  activities  culminated  in  1900  and  a period  of  re- 
action set  in,  attended  as  usual  by  serious  business  and 
banking  failures.  The  liquidation  attendant  upon  the  harden- 
ing process,  while  securities  and  commodities  were  finding 
their  proper  level,  necessarily  subjected  her  banking  f^'Cili- 
Ues  tS  the  severest  strain.  The  ease  and  success  with 
which  her  currency  laws  enabled  her  banks  to  meet  business 
wants,  allay  distrust  and  avoid  a serious  panic  are,  I think, 
worthy  of  your  contemplation. 

The  Reichsbank,  the  Imperial  Bank  of  Germany,  was  ^ 
grafted  upon  the  stem  of  the  Bank  of  Prussia  in  the  yea  ^ 
1875  Its  establishment  was  one  of  the  financial  measures 
made  necessary  by  the  modification  of  the 
svstem  after  the  war  with  France.  The  Bank  of  Prussia  w 
originally  owned  by  the  government  which  ''hd  contributed 
Its  capital  of  2,000,000  thalers,  but  it  had  grown  to  20  000  000 
thalers  by  the  admission  of  private  stockholders.  The  gov 
ernment,  however,  continued  to  control  it.  The  German  em- 
pire bought  the  Prussian  government’s  J 

capital  to  M.  120,000,000,  and  disposed  of  the  whole  by  pri- 
vate subscription,  retaining,  however,  absolute  control  ovei 
it  which  was  exercised  by  an  imperial  board  of  directors. 


mihiect  to  the  chancellor  of  the  empire.  By  the  bank  act  of 
1875  the  president  and  members  of  the  board  of  dirwtors  are 
annointed  by  the  Kaiser  for  life  upon  recommendation  of  the 
Federal  Council.  Tbe  officers  of  the  bank,  although  paid  by 
it  are  considered  government  officials,  and  they  are  not  al- 
lowed  to  Sold  shares  in  the  bank.  The  shareholders  choose 
from  meir  own  number  a central  committee,  which  acts  in  an 
advisorv  and  supervisory  capacity,  but  receives  no  salary. 
At  the  time  the  bank  act  of  1875  was  passed  there  were 
thirty-two  banks  in  the  empire  which  had  the  right  of  note 
issue  The  general  provisions  of  the  act  applied  to  them  as 
well  as  to  the  Reichsbank.  They  were  allowed  to  issue  m the 
aggregate  M.  135,000,000  and  the  Reichsbank  M.  250,000,000  of 
“uncovered  notes”  or  “fiduciary  circulation,”  or  what  we  term 
“asset  currency.”  These  notes  are  not  issued  against  com 
or  bullion,  nor  is  any  particular  asset  or  security  Pledged  for 
t^eir  redemption.  It  was  provided  also  that  if  any  of  the  m 
dependent  banks  should  for  any  reason  cease  to  ^^ue  notes 
their  right  to  issue  passed  to  the  Reichsbank.  All  but  five  of 
the  independent  banks  have  ceased  to  issue  circulation  and 
tbe  uncovered  issue  of  the  Reichbank  has  thereby  been  in- 
creased M.  63,400,000.  This  currency  law  worked  so  well  and 
so  satisfactorily  during  the  recent  financial  troubles  of  Ger- 
many that  the  Imperial  Parliament  increased  by  law  the 
amount  of  uncovered  notes  the  Reichsband  might  is^e.  t 
maximum  at  the  present  time  being  M.  470.000.000.  The  German 
law  is  modedeled  upon  the  English  law  commonly  known  as 
Peel’s  Act  of  1844.  The  German  law,  like  the  English  requires 
that  for  all  note  issues  above  the  foregoing  limits  the  bank 
must  have  an  equal  amount  of  cash  in  its  reserve,  but  it  does 
not  require  them  to  hold  this  cash  as  a separate  redemption 
fund  for  the  notes.  Nor  is  the  regulation  an  inflexible  one  like 
tne  English  act.  Any  bank  may  exceed  the  limitation  of  the 
cash  reserve,  in  the  amount  of  bank  notes  issued,  by  paying 
into  the  Imperial  Treasury  a tax  of  5 per  cent  °n  the  sur^us 
issue,  provided,  however,  that  they  shall  at  all  times 
maintain  a reserve,  exclusive  of  notes  of  other  banks,  equal 
to  one-third  of  its  notes  in  circulation.  Each  note-issuing 
bank  is  required  to  publish  four  times  each  month  a report 
of  its  assets  and  liabilities,  showing  particularly  the  state  of 
Its  note  circulation  and  of  the  reserve  fund.  ' 

sues  are  in  excess  of  the  limitations  above  described,  ^ ^ 
is  imposed  immediately,  but  collected  at  the  ^ 

year.  In  the  vear  1900  the  Reichsbank  paid  t^^e  Imperial 
Treasury  M.  2,517,853  on  account  of  this  tax.  the  Ger- 

man system  of  note  issue  was  modeled  upon  the  English,  ii 
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was  at  the  same  time  modified  by  England’s  experience  in 
the  crises  of  1847,  1857  and  1866,  when  it  was  found  neces- 
sary to  suspend  the  bank  act.  To  avoid  the  necessity  of 
breaking  the  law  on  such  occasions,  the  German  act  was 
made  flexible  and  has  been  found  to  avert  trouble  in  times 
of  severe  stringency.  In  respect  to  its  flexibility,  it  is  prefer- 
able to  the  English  system,  and  certainly  preferable  to  our 
own.  Dunbar,  in  his  “Theory  and  History  of  Banking,”  says: 
“On  more  than  one  occasion  it  seems  certain  that  the  opera- 
tion of  the  elastic  provision  was  successful  in  saving  the 
German  community  from  what  would  have  been  a severe 
spasm  of  contraction  under  the  usual  administration  of  Peel’s 
Act.” 

For  the  purpose  of  fixing  a tax  on  circulation,  the  bullion 
reserve  against  which  notes  may  issue  was  made  to  include 
German  coin.  Imperial  notes,  notes  of  other  German  banks 
(please  not  this),  gold  in  bars  and  foreign  coin,  the  pound  fine 
being  reckoned  as  1,392  marks.  Very  many  of  the  provisions 
of  their  law  as  to  currency  are  similar  to  our  own.  In  the 
year  1900  the  note  circulation  of  the  Imperial  Bank  was  in 


Marks. 

January  1,099,677,000 

March  1,309,970,000 

May 1,090,761,000 

June  1,309,865,000 

August  1,096,006,000 

September  1,343,963,000 

November  1,166,141,000 

December  1,409,945,000 


The  above  figures  reflect  the  elasticity  and  flexibility 
which  a proper  currency  system  should  possess.  During  the 
year  1900,  in  March,  the  excess  circulation  was  M.  238,258,000; 

April,  M.  33,196,000;  June,  M.  158,645,000.  Upon  these 
amounts  a 5 per  cent,  tax  was  paid,  the  bank  rate  of  interest 
being  5V2  per  cent.  In  September  the  excess  circulation  was 
M.  292,527,000;  October,  M.  138,674,000;  November,  M.  23,- 
067,000,  and  December,  M.  355,917,000  ($84,708,246). 

Upon  these  amounts  a tax  at  the  rate  of  5 per  cent,  was  paid. 

The  bank’s  interest  rate  was  also  5 per  cent.  The  money 
was  loaned  at  a rate  of  interest  equal  to  the  tax  which  the  j 

bank  had  to  pay.  In  1901  the  bank  paid  a 5 per  cent,  tax  upon 
excessive  circulation  during  several  months,  while  the  bank’s  ^ i 
rate  of  interest  was  41^  per  cent,  and  4 per  cent.  I mention 
tliis  to  show  that  the  bank  derived  no  profit  from  surplus  cir- 
culation, rather  a loss.  It  realized  its  advantage  in  supplying 
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public  needs  and  averting  calamity.  In  this  we  have  illus- 
trated the  successful  working  of  a currency  system  easily 
adapting  itself  to  the  varying  needs  of  a great  commercial 
nation.  Now  for  the  contrast. 


UNITED  STATES  CURRENCY. 

Our  currency  is  sound  beyond  question,  good  beyond  per- 
adventure.  The  only  flexiuility  it  possesses  is  supplied  by  the 
product  of  our  mines  and  tlie  ebb  and  flow  of  gold  as  it  goes 
and  comes  in  settlement  of  international  balances.  The  law 
forbids  the  retirement  of  more  than  $3,000,000  per  month  of 
circulation,  ostensibly  to  prevent  a'  too  sudden  contraction  of 
the  currency.  The  real  motive  of  the  law  at  the  time  of  its 
enactment  was  to  prevent  government  bonds,  held  to  secure 
circulation,  from  coming  upon  the  market. 

^ This  law  may  have  been  justified  when  the  Nation  was 

struggling  for  its  life  and  compelled  to  strain  every  resource 
to  market  its  securities  and  raise  necessary  funds.  Now,  wdth 
its  bonds  eagerly  sought,  commanding  the  highest  premiums 
and  netting  the  lowest  rate  of  interest  of  any  government 
bonds  ever  issued  by  any  nation,  there  was  certainly  no 
reason  for  the  retention  of  this  law  which  served 
only  to  add  rigidity  to  our  currency  system.  You  will  note 
that  in  Germany  the  notes  of  other  specie-paying  banks  are 
counted  as  reserve,  not  so  with  us,  and  yet  a National  bank 
note  is  a higher  order  of  obligation  than  a greenback  or  a 
United  States  bond.  It  has,  first,  the  obligation  of  the  bajik 
to  pay;  second,  is  secured  by  a government  bond;  and  third, 
the  government  is  pledged  by  law  to  redeem  it  upon  presenta- 
tion, having  in  turn  a prior  lien  upon  the  assets  of  the  bank 
for  reimbursement. 

> I cannot  persuade  myself  that  a bank  note,  as  that  term 
is  generally  understood,  ought  ever  to  be  counted  as  reserve, 
but  our  National  bank  notes,  secured  as  they  are,  are  as  good 
for  reserve  or  for  any  other  purpose  as  any  obligation  in  this 
country  can  be. 

CLEARING-HOUSE  CERTIFICATES. 

Unable  to  find  a wholesome  relief  and  safe  conduct  for 
business  under  the  terms  of  the  law,  the  banking  and  busi- 
ness public  have  sought  and  found  relief  in  outside  instru- 
mentalities. This  relief  has  usually  taken  the  form  of  clear- 
ing-house certificates,  although  in  the  panic  of  ’93  manufac- 
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luring  and  other  commercial  enterprises  issued  orders  and  due 
bii.s  to  circulate  as  money,  and  banks  throughout  the  country 
Issued  cashier’s  checks  and  certificates  of  deposit  in  small 
amounts  for  similar  purposes.  Clearing-house  associations 
issued  certificates  (in  one  instance  as  small  as  twenty-five 
cents)  which  were  designed  to  and  did  circulate  as  money. 

All  such  issues  were  clearly  subject  to  the  10  per  cent,  tax 
imposed  upon  all  other  than  National  bank  circulation.  The 
service  rendered  to  the  public  was  so  great  and  so  manifest, 
however,  that  the  government  forbore  to  prosecute.  The 
volume  of  currency  substitutes  so  issued  has  been  carfeully 
estimated  at  $30,000,000,  exclusive  of  clearing-house  certificates 
issued  by  the  la^ge  Eastern  cities.  It  is  worthy  of  note  that 
not  one  cent  of  loss  resulted  from  their  use.  The  Clearing- 
house Association  of  New  York,  in  1893,  issued  their  first 
certificates  June  21,  their  last  September  6.  All  certificates 
were  finally  retired  November  1.  The  total  amount  issued  was  ^ 
$41,490,000.  The  maximum  outstanding  at  any  one  time  was 
$38,280,000.  The  ra(te  of  interest  paid  thereon  by  the  banks  to 
the  Clearing-house  Association  was  6 per  cent.  The  Phil.a- 
delphia  Clearing-house  Association  issued  $11,465,000  and  the 
Baltimore  Clearing-house  $1,475,000  in  certificates,  practically 
coincident  with  the  New  York  issue  ais  to  time  and  similar  as  to 
conditions.  Boston  issued  $11,695,000,  the  first  issue  bearing 
date  of  June  27  and  the  final  retirement  was  October  20.  The 
rate  of  interest  paid  was  7.3  per  cert  The  aggregate  maxi- 
mum amount  of  these  four  cities  was  $66,125,000. 

Clearing-house  certificates,  as  you  well  know,  are  issued 
by  the  clearing-house  association  to  Its  members  upon  the 
hypothecation  of  approved  assets  and  securities  with  a twenty- 
five  per  cent,  margin.  These  certificates  are  availaWe  in  the 
hands  of  any  member  bank  in  settling  debit  balances  at  the 
'jlearing-house.  They  are  not  good  in  the  hands  of  individuals 
and  afford  only  indirect  relief.  They  amount  to  a partial  sus- 
pension  of  currency  payments.  These  certificates  have  ren- 
dered great  service  to  the  business  community  in  the  past,  but 
in  my  judgment,  under  changed  conditions,  the  time  has  gone 
by  when  they  may  be  safely  availed  of  in  any  of  our  large 
cities.  They  would  materially  impair  our  National  prestige 
as  a money  power  in  the  world  of  finance  and  depreciate  our 
securities  as  a Nation.  They  would  materially^  injure  the 
banking  and  commercial  interests  of  the  city  making  use  of  the 
same.  Any  temporary  relief  that  they  might  afford  would  be 
presently  more  than  offset  by  the  withholding  and  diversion 
of  remittances  from  correspondent  banks  who  would 
their  funds  to  cities  where  currency  payments  were  still 
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maintained.  Individuals  would  hoard  rather  than  deposit  their 
money.  Our  commercial  welfare  demands  that  the  public 
be  taught,  not  only  our  own  country  but  the  world  at  large, 
that  their  money  is  nowhere  safer  than  in  our  banks  and  that 
it  will  be  returned  when  called  for  in  any  form  of  payment 
which  may  be  required.  As  a debtor  nation  in  times  pa,st, 
clearing-house  certificates  were  very  properly  and  very  suc- 
cessfully used.  As  a creditor  nation,  actively  engaged  in  the 
financial  affairs  of  the  whole  world,  and  strongly  contending 
for  the  markets  of  the  world,  in  order  to  achieve  success  we 
must  maintain  the  highest  credit  at  all  times  and  under  all 

circumstances. 


EMERGENCY  CIRCULATION. 

My  suggestion  is  that  we  profit  by  the  experience  and 
copy  the  example  of  Germany,  and  authorize  the  Comptroller 
of  the  Currency,  with  the  approval  of  the  Secretary  of  the 
Treasury,  to  issue  to  banks  with,  say,  not  less  than  $50,000 
capital  and  20  per  cent,  surplus,  emergency  circulation  in  an 
amount  not  exceeding  fifty  per  cent,  of  the  capital  stock  the 
same  to  be  subject  to  a tax  of  6 per  cent.,  V2  per  cent,  monthly, 
to  be  paid  January  and  July  as  the  present  tax  on  circulaUon 
is  now  paid.  The  government  issuing  the  circulation  would 
know  the  exact  amount  of  each  bank’s  outstanding  circulation 
in  excess  of  bond  security.  The  6 per  cent,  tax  would  induce 
the  retirement  of  such  circulation  at  the  earliest  moment  con- 
sistent with  the  public  welfare— retirement  to  be  made  by  de- 
posit of  lawful  money  as  now  provided  by  law.  The  Comp- 
troller of  the  Currency  should  have  the  right  to  withhold 
circulation  from  any  bank  and  also  the  power  to  direct  the  re- 
tirement of  emergency  circulation  at  any  time. 

Let  the  government  redeem  this  emergency  cur- 
rency and  have  prior  lien  upon  assets  to  se- 
cure reimbursement,  as  now  provided  by  law'. 

Instead  of  setting  apart  a portion  of  the  bank’s  assets,  as  in  the 
case  of  clearing-house  certificates,  give  prior  lien  upon  all. 
The  statistical  history  of  the  National  banks  for  thirty-eight 
years  proves  conclusively  that  such  a currency  would  be  safe. 
The  loss  to  the  government  on  account  of  such  redemptions 
w'ould  be  very  slight,  if  any,  and  would  be  many  times  covered 
by  the  6 per  cent,  tax  imposed.  An  annual  tax  of  three-eights 
of  one  per  cent,  imposed  upon  outstanding  circulation  would 
produce  a sum  of  money  more  than  suflSicient  to  redeem  every 
note  of  every  National  bank  that  has  failed  since  the  creation 
of  the  system,  and,  too,  without  recourse  to  the  government 
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bonds  held  as  security.  This  would  furnish  a cur- 
rency good  in  the  hands  of  the  pubiic,  good  everywhere  good 
tor  any  purpose.  It  would  extend  all  the  advantages  hereto- 
oie  derived  from  clearing-house  certificates  in  the  larger  cities 
o the  towns  ^id  country  generally.  Such  a currency  would 
re  tree  from  the  criticisms  applying  to  clearing-house  certifi- 
cates while  having  all  their  advantages  and  many  more  It 
would  not  be  a source  of  profit  to  the  banks,  except  as  it  would 
safeguard  values  and  protect  business.  Like  a policy  of  in- 
surance, it  would  afford  relief  in  case  of  calamity.  It  would 

in  times  of  panic  extend  to  the  grain  fields 

of  the  Soutn, 

counting  house  of  mine  and  factory,  the  relief 
which  heretofore  only  metropolitan  centres  have  measureably 
received  through  clearing-house  certmcates.  Panic  means 

business  paralysis.  The  fear  of  loss  induces  people  to  lock 
up  their  money  and  withhold  credit  and  stagnation  naturally 

weekly  wage  of  our  shops  and  factories  be 
withheld  instead  of  going  into  the  savings  banks  and  chan- 
nels ot  trade,  and  a currency  stringency  is  quickiy  created. 
The  only  way  possible  for  relieving  such  a condition  of  affairs 
is  to  move  the  products  of  the  country,  the  wheat,  cotton, 
iron,  steel  in  tact,  all  merchadise,  to  the  markets  of  the 
world,  m order  to  realize  their  vaSues.  thereby  relieving  the 
stringency  and  restoring  a normal  condition  of  affairs  In  the 
hands  of  the  producers  these  commodities  must  be  paid  for  in 
money.  Ihe  field  hand,  the  factory  hand  and  laor  generallv 
must  be  paid  in  money.  Actual  currency  must  perform  this 
tunction.  We  have  had  panics  in  the  past,  we  will  have  panics 
in  the  future,  and  all  signs  indicate  that  the  next  panic  will  be 
man  s size.”  An  emergency  currency  such  as  I have  outlined 
could  be  obtained  by  a very  slight  amendment  of  existing  laws 
and  no  disturbance  of  existing  banking  mechanism.  It  is  so 
manifestly  in  the  interest  of  all  classes  and  all  industry  that 
It  ought  not  to  be  diflicult  to  obtain  such  legislation  from  Con- 
gress. It  seems  to  me  that  serious  consideration  of  this  ques- 
tion is  well  worthy  of  your  association,  representing  as  you  do 
the  banking  and  commercial  interests  of  one  of  our  greatest 
commonwealths. 


Press 

Tiik  American  Banker 
New  York. 
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